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Title 17—Commodity and Securities 
Exchanges 


CHAPTER lI—SECURITIES AND 
EXCHANGE COMMISSION 


{Release Nos. 33-5964, 34-15094, IC-10378, 
File No. S7-697] 


INVESTMENT COMPANY REGISTRA- 
TION AND REPORT FORMS AND 
REPORTING REQUIREMENTS 


Revision of Forms, Reports, and Reg- 
ulations 


AGENCY: Securities and Exchange 
Commission. 


ACTION: Adoption of final rule and 
forms. 


SUMMARY: The Commission is 
adopting a rule and forms which 
create an integrated registration and 
reporting system designed to reduce 
both the number of forms and the du- 
plicative information filed by manage- 
ment investment companies. Specifi- 
cally, the Commission is adopting a re- 
vised notification of registration under 
the Investment Company Act of. 1940 
(“1940 Act’), new registration state- 
ment forms for registration of open 
and closed end management invest- 
ment companies under the 1940 Act 
and of their securities under the Secu- 
rities Act of 1933, a revised annual 
report form for submission of annual 
reports under the Securities Exchange 
Act of 1934 and the 1940 Act, and a 
new rule under the 1940 Act requiring 
an annual update of the 1940 Act reg- 
istration statement. The Commission 
is also soliciting public comment on 
certain items in the registration state- 
ment forms which have been substan- 
tially rewritten from the version pro- 
posed for comment. In addition, the 
Commission is notifying registrants of 
its intention to make public, pursuant 
to requests under the Freedom of In- 
formation Act and without further 
notice, all information contained in 
part II of the current annual report 
form under the 1940 Act, with the sole 
exception of the information con- 
tained in the item relating to the 10 
largest dealers in an investment com- 
pany’s shares. 


EFFECTIVE DATE: January 1, 1979, 
for management investment compa- 
nies registering with the Commission 
after that date. Effective for fiscal 
years ending after January 1, 1979, for 
those management investment compa- 
nies registered with the Commission 
before that date. Comments on the 
oo specified below by October 16, 
978. - 


RULES AND REGULATIONS 


ADDRESSES: Interested persons 
should submit their views and com- 
ments on the items of forms N-1 and 
N-2 specified below in triplicate to 
George A. Fitzsimmons, Secretary, Se- 
curities and Exchange Commission, 
500 North Capitol Street, Washington, 
D.C. 20549. All submissions should 
refer to file No. S7-697; and will be 
made available for public inspection at 
the Commission’s Public Reference 
Section, Room 6101, 1100 L Street 
NW., Washington, D.C. 20005. Regis- 
trants that object to-release of the in- 
formation reported in part II of cur- 
rent form N-1R should file their ob- 


- jections with Ms. Alice Latimer, Divi- 


sion of Investment Management, Secu- 
rities and Exchange Commission, 500 
North Capitol Street, Washington, 
D.C. 20549. 


FOR FURTHER INFORMATION 
CONTACT: 


Glen Payne, Esq., Special Counsel, 
202-755-1739, or Dianne E. O’Don- 
nell, Esq., 202-755-1796, Division of 
Investment Management, Securities 
and Exchange Commission, Wash- 
ington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: 
The Securities and Exchange Commis- 
sion today is adopting: 

(1) Revised form N-8A (17 CFR 
274.10), a revision of the present form 
for notification of registration under 
the Investment Company Act of 1940 
(“1940 Act”) (15 U.S.C. 80a et seq. as 
amended by Pub. L. 91-547 (December 
14, 1970)); 

(2) Revised form N-1R (17 CFR 
249.330, 274.101), a revision of the 
present form used by most manage- 
ment investment companies for filing 
annual reports under section 30(a) of 
the 1940 Act and/or section 13 or 15(d) 
of the Securities Exchange Act of 1934 
(“1934 Act”) (15 U.S.C. 78a et seq. as 
amended by Pub. L. 94-29 (June 4, 
1975)); 

(3) New forms N-1 and N-2 (17 CFR 
239.15 and 239.14), which are to re- 
place existing forms S-4 and S-5 for 
the purpose of registration of the se- 
curities of management investment 
companies (other than small business 
investment companies) under the Se- 
curities Act of 1933 (“1933 Act’) (15 
U.S.C. 77a et seq. as amended by Pub. 
L. 94-29 (June 4, 1975)). Forms N-1 
and N-2 also replace form N-8B-1 (17 
CFR 274.11), the present registration 
statement form under the 1940 Act for 
most management investment compa- 
nies; 

(4) New rule 8b-16 (17 CFR 270.8b- 
16) under the 1940 Act which will re- 
quire submission of annual amend- 
ments of form N-1 or N-2 by those 
management investment companies 
that file form N-1R. 

This release contains a summary of 
the integrated reporting system and 


an appendix which discusses the 
changes made to the above forms pur- 
suant to comments received by the 
Commission on the proposed integrat- 
ed reporting system, which was re- 
leased for public comment in Securi- 
ties Act Release No. 5829 (May 31, 
1977) (42 FR 29716, June 9, 1977). 

The text of the forms is printed in 
full in the SEC docket in which this 
release is published. 


BACKGROUND AND PURPOSE 


The Commission is adopting an inte- 
grated registration and _ reporting 
sytem under the Investment Company . 
Act of 1940 and the Securities Act of 
1933 for most managment investment 
companies.' The system is designed _to 
reduce the number of filings made 
with, and duplicative information re- 
ported to, the commission, while at 
the same time improving the availabil- 
ity to both the public and the commis- 
sion of material information about 
such companies.” The object of today’s 
action by the Commission is to change 
the structure of the reporting and reg- 
istration requirements to which man- 
agement investment companies are 
subject. In the future, the Commission 
will propose more substantive revi- 
sions in the disclosure requirements 
contained within this structure. 

Management investment companies 
currently must file a notification of 
registration on form N-8A under the 
1940 Act (17 CFR 274.10), a registra- 
tion statement on form N-8B-1 under 
the 1940 Act (17 CFR 274.11), and a 
registration statement on form S-4 (17 
CFR 239.14) (closed end companies) or 
S-5 (17 CFR 239.15) (open end compa- 
nies) under the 1933 Act. Thereafter, 
they must file quarterly (form N-1Q) 
(17 CFR 274.106), semiannual, and 
annual reports (a two-part form N-1R 
with a narrative and an EDP section 
(17 CFR 274.101, 10la-1 and 101a-2)) 
as well as proxy material, if applicable, 
and sales literature. In addition, open 
end companies making a continuous 
offering of their shares must normally 
update their 1933 Act registration 
statements annually. 

The basic reporting requirements for 
management investment companies 
now have three areas of extensive du- 
plication. First, the separate registra- 
tion statement forms under each Act 
require much of the same information 
in different formats. Second, most of 
the information required in a notifica- 


1The Commission’s actions set forth 
herein, other than revised form N-8A, are 
not intended to apply to small business in- 
vestment companies licensed as such by the 
U.S. Small Business Administration. 

2To a large extent, the actions being 
taken by the Commission result from rec- 
ommendations made by the SEC Advisory 
Committee on Investment Companies and 
Investment Advisers to Improve Reporting 
and Reduce Paperwork (December 1972). 


FEDERAL REGISTER, VOL. 43, NO. 172—TUESDAY, SEPTEMBER 5, 1978 





tion of registration under section 8(a) 
of the 1940 Act (15 U.S.C. 80a-8(a)) 
(form N-8A) is repeated in the regis- 
tration statement required under sec- 
tion 8(b) of the 1940 Act (15 U.S.C. 
80a-8(b)) (form N-8B-1). Finally, the 
annual update of 1933 Act registration 
statements filed by management in- 
vestment companies making a continu- 
ous offering of their shares requires 
disclosure of many of the same items 
of information required by the annual 
report form for management compa- 
nies (form N-1R).under the 1934 Act 
and 1940 Act; this information is, for 
the most part, again included in the 
computerized EDP attachment to 
form N-1R. 

The integrated registration and re- 
porting system being adopted is based 
on the use of a unified registration 
statement form (form N-1 for open 
end companies and form N-2 for 
closed end companies) which may be 
used both to register securities under 
the 1933 Act and to meet the require- 
ments of section 8(b) for filing a regis- 
tration statement under the 1940 Act. 
In addition, the revised form N-8A will 
permit investment companies filing a 
notification of registration simulta- 
neously with a registration statement 
to file only a short-form notification 
of registration. The unified registra- 
tion statements will be required to be 
updated annually under the 1940 Act*® 
and will include most of the informa- 
tion currently contained in registra- 
tion statement forms N-8B-1, S-4, and 
S-5. In addition, the unified registra- 
tion statements will include some of 
the information currently required in 
the narrative portion of form N-1R. 
Form N—1R has been completely re- 
vised in structure to make it a comput- 
erized form analogous to the current 
EDP attachment to form N-1R, there- 
by eliminating the narrative part of 
the form, although some exhibits may 
be required. Current requirements for 
filing quarterly and semiannual re- 
ports, as well as proxy material and 
sales literature, are not affected by 
these actions.* 


%As noted below, this is a new reporting 
requirement for closed end companies. Open 
end companies, which must revise their reg- 
istration statements under the 1933 Act on 
an annual basis in order to offer their secu- 


rities continuously to the public, can simply. 


file their form N-1 simultaneously under 
both the 1933 and 1940 Acts on an annual 
basis. 

‘The Commission is not at this time 
taking action on whether the information 
required to be filed in form N-1Q should 
continue to be filed on a quarterly basis. In 
Securities Exchange Act Release No. 14852 
(June 13, 1978) (43 FR 26700, June 22, 1978) 
adopting rule 13f-1 (17 CFR 240.13f-1) and 
form 13F (17 CFR 249.375) governing re- 
porting by institutional investors, the Com- 
mission invited comments on the usefulness, 
as well as the burdens and costs, of quarter- 
ly reporting. After review by the staff of the 


RULES AND REGULATIONS 


The primary purpose of today’s 
action by the Commission is to estab- 
lish a workable structure to avoid un- 
necessary paperwork and duplicative 
reporting. The need to integrate the 
various registration and reporting re- 
quirements under the 1933 and 1940 
Acts has been recognized since 1941.5 
Today’s action achieves that impor- 
tant goal. 

Although many commentators urged 
a significant reduction in disclosure re- 
quirements, generally few changes 
have been made in the substance of 
disclosure. In the future, the Commis- 
sion will examine specific disclosure 
requirements contained in the forms 
now being adopted and, where appro- 
priate, will propose substantive 
changes in the scope and quantity of 
disclosure required by these forms. In 
terms of method, it would appear pref- 
erable to concentrate on selected areas 
of related disclosures, thus avoiding a 
piecemeal approach of examining each 
item individually, on the one hand, 
and, on the other, the impracticality 
of examining all the items at once. 
This approach would also permit 
better coordination of revisions in dis- 
closure requirements, with any 
changes that may result from the cur- 
rent staff review of the regulatory 
structure under the 1940 Act. 

The Commission expresses the hope 
that the substantive revisions that 
have been made in the forms making 
up the integrated reporting system 
will encourage increased freedom of 
expression and format on the part of 
registrants. In many cases, significant 
disclosure items (but not examples of 
“acceptable” disclosure) from the 
guidelines for the preparation of 
forms S-4 and S-5 (“S-5 guidelines’’) 
(Investment Company Act Release No. 
7720, June 9, 1972) (37 FR 12790, June 
29, 1972) and the guidelines for the 
preparation of form N-8B-1 (‘“‘N-8B-1 
guidelines”) (Investment Company 
Act Release No. 7221, June 9, 1972) (37 
FR 12790, June 29, 1972) have been in- 
tegrated into the forms. It should be 
noted that the S-5 guidelines and the 
N-8B-1 guidelines by their terms do 
not apply to forms N-1 and N-2.'Thus, 
registrants in completing these new 
forms should not feel compelled to 
follow the “acceptable” disclosure lan- 
guage set forth in these guidelines. 
Furthermore, registrants completing 
new forms N-1 and N-2 will no longer 
be requested to include in those forms 
the undertaking specified in the S-5 
guidelines. However, since these guide- 
lines set forth a number of regulatory 
positions that will be applicable to 
forms N-1 and N-2, and because forms 


Division of Investment Management of the 

comments submitted on these issues, the 

Commission will determine whether any 

modifications should be made to form N-1Q. 
5See 7 SEC Anniial Report 10 (1941). 
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S-4, S-5, and N-8B-1 will continue to 
be filed until the effective date of the 
integrated reporting system, the Com- 
mission at this time is not withdraw-. 
ing these guidelines. In addition, cer- 
tain disclosure items from the check- 
list for forms N-8A, N-8B-1, S-4, and 
S-5 (Investment Company Act Release 
No. 5632, March 12, 1969) (34 FR 5547, 
March 22, 1969) have been integrated 
into the forms adopted today. 


INTEGRATED REPORTING SYSTEM FOR 
MANAGEMENT INVESTMENT COMPANIES 


’ FORM N-8A 


Revised form N-8A, the notification 
of registration, is an instructional 
form which is structured so as to re- 
quire the registrant to furnish only 
that information which the Commis- 
sion has determined to be necessary or 
appropriate at the time of initial filing 
under the 1940 Act. An investment 
company filing its registration state- 
ment concurrently with its form N-8A 
will be required to state in the revised 
form N-8A only its name, principal 
business address and_ telephone 
number, and to indicate that a full 
registration statement is being filed si- 
multaneously. Where the form N-8A 
is filed without the accompanying reg- 
istration statement, the revised form 
will require some additional informa- 
tion. The informational requirements 
which have been deleted from current 
form N-8A have been included in the 
new registration statement forms. 

A new instruction (instruction 6) has 
been added to form N-8A to put regis- 
trants on notice that the staff may 
take action to terminate the registra- 
tion of any investment company which 
does not file its registration statement 
within 90 days of the filing of form N- 
8A, as required by rule 8b-15 under 
the 1940 Act (17 CFR 270.8b-15). The 
possible consequences of a failure to 
file a registration statement include a 
proceeding to revoke or suspend the 
registration of a registered manage- 
ment investment company under sec- 
tion 8(e) of the 1940 Act (15 U.S.C. 
80a-8(e)) or deregistration of the com- 
pany under section 8(f) of the 1940 
Act (15 U.S.C. 80a-8(f)). 

The Commission received comments 
from one commentator concerning the 
content of the proposed revision of 
form N-8A. The revised form adopted 
today contains two changes from the 
proposed form made as a result of 
comments. First, the language in gen- 
eral instruction 4(i) of the form has 
been revised to state that an invest- 
ment company cannot change from 
the status of a diversified to a nondi- 
versified investment company without 
“the vote of a majority of its outstand- 
ing voting securities.’’ Second, a defini- 
tion of the term “sub-adviser’’ has 
been added to footnote 2 of the form. 
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FORMS N-1 AND N-2 


The Commission is adopting two 
new registration statement forms: (1) 
Form N-1 to be used by open end man- 
agement investment companies and (2) 
form N-2 to be used by closed end 
management investment companies. 
These forms are the vehicles by which 
management investment companies 
may (a) register securities under the 
1933 Act, (b) file a registration state- 
ment under the 1940 Act or (c) accom- 
plish both of the above objectives.® 

As with existing 1933 Act registra- 
tion statement forms, new forms N-1 
and N-2 consist of two parts. Part I 
contains the prospectus which re- 
quires most of the items of informa- 
tion currently required in investment 
company prospectuses by forms S-4 
and S-5. Part II is similar to part II of 
current forms S-4 and S-5 and consists 
of a list of exhibits, list of financial 
statements and other information cur- 
rently required in a registration state- 
ment filed by investment companies 
with the Commission, but not required 
in the prospectus. In addition, there 
are summary prospectus instructions. 

With the exception of a few items of 
additional information which are in- 
cluded in a registration statement 
filed only under the 1933 Act, all man- 
agement investment companies filing a 
registration statement with the Com- 
mission on new form N-1 or N-2 will 
complete both part I and part II of the 
forms whether they are being filed 
under the 1933 or 1940 Act, or both of 
these acts. 

Forms N-1 and N-2 have been de- 
signed to give registrants increased 
freedom to develop their own disclo- 
sure format. Notable changes are the 
elimination of much of the prospectus 
cover page disclosure required by the 
“S-5 guidelines,” the imposition of a 
requirement that a synopsis of infor- 
mation concerning the key investment 
policies, operations, and activities of 
the company appear in the forepart of 
the prospectus, and relaxation of re- 
quirements for placement in the pro- 
spectus of other information. In addi- 
tion, the summary prospectus instruc- 
tions no longer require that the regis- 
tration statement be effective prior to 
use of the summary prospectus. 

The new forms both include items 
which will require increased disclosure 
about investment advisers and other 
entities that provide services to invest- 
ment companies as advisers or other- 
wise (item 13 in part I of form N-1 and 
item 15 in part I of form N-2). The 
public should also note that the items 
in the registration statement forms re- 
lating to brokerage allocation prac- 


*Form N-1, rather than form S-14, can 
also be used by open end companies to regis- 
ter securities issued in connection with a 
merger. See Securities Act Release No. 5510 
(July 3, 1974) (39 FR 26719, July 23, 1974). 


RULES AND REGULATIONS 


tices (item 7 in part I of form N-1 and 
item 9 in part I of form N-2)—which 
require disclosure of brokerage infor- 
mation substantially similar to that 
which currently appears in investment 
company registration statements— 
may be changed upon adoption of 
ruljes under section 28(e) of the 1934 
Act (15 U.S.C. 78bb(e)), or in light of 
other developments in this area.? 

Several items which now appear in 
form N-8B-1 have been deleted from 
the new registration statement forms.*® 
It does not appear that the investing 
public needs the detailed, technical in- 
formation specified in these items in 
order to make an informed investment 
decision; the information is, however, 
useful to the Commission in the per- 
formance of its regulatory function 
and most of the information is thus in- 
cluded in the revised computerized 
annual report form for management 
investment companies (form N-1R). 

The Commission received comments 
from 29 commentators concerning the 
content of proposed forms N-1 and N- 
2. The registration statement forms 
adopted today contain a number of 
changes from the proposed registra- 
tion statement forms. The specific 
changes which have been made in 
forms N-1 and N-2 pursuant to com- 
ments received by the Commission are 
discussed in the appendix to this re- 
lease. There have also been some rear- 
rangements and minor modifications 
of items since proposed forms N-1 and 
N-2 were issued for comment, which 
are set forth in the appendix. 


RULE 8b-16 


The integrated reporting system 
adopted today is based on the assump- 
tion that there will be annual updat- 
ing of 1940 Act registration state- 
ments. This will be required by new 
rule 8b-16 under the 1940 Act, which 
provides that all management invest- 
ment companies that file form N-1R 
must update their form N-1 or N-2 
filed under the 1940 Act within 120 
days of the end of their fiscal year. 
The main impact of this requirement 
will be on closed end companies, since 
they will now have to amend their reg- 
istration statement on form N-2 on an 
annual basis. Because most open-end 
companies currently update their reg- 
istration statements under the 1933 
Act on an annual basis in order to be 


7In this regard, investment companies are 
advised that in the near future the Commis- 
sion may publish for comment proposed re- 
visions of the items in the registration state- 
ment forms relating to brokerage allocation 
practices. 

®Specifically, current items 6, 7, 20, 24, 
and 29 have been deleted. These were the 
items dealing with diversification of assets, 
underwriting commitments, employees of 
the investment company,- personnel of in- 
vestment advisers, and States where securi- 
ties of the company may be sold. 


able to offer their securities continu- 
ously to the public, there should be no 
significant additional registration 
burden on them. They will simply file 
the update of their form N-1 simulta- 
neously under both the 1933 and 1940 
Acts on an annual basis. The annual 
amendments of the 1940 Act registra- 
tion statements required by rule 8b-16 
will permit elimination of the separate , 
narrative annual reports currently re- 
quired to be filed as part of form N- 
1R. The annual update required by 
rule 8b-16 will also help insure that 
the staff and the public will have 
access to complete and reasonably up- 
to-date information about all open- 
and closed end management invest- 
ment companies registered with the 
Commission. 

In order to lessen the increased re- 
porting burden that may be associated 
with the requirements of rule 8b-16, 
general instruction E of forms N-1 and 
N-2 has been revised to make it clear 
that incorporation by reference of in- 
formation into forms N-1 and N-2 will 
be allowed in accordance with rules 
411, 412, 422, and 447 of the general 
rules and regulations under the 1933 
Act (17 CFR 230.411, 230.412, 230.422, 
and 230.447), and rules 0-4, 8b-23 and 
8b-32 of the general rules and regula- 
tions under the 1940 Act (17 CFR 
270.0-4, 270.8b-23, and 270.8b-32). In 
general, a registrant may incorporate 
by reference, in answer or partial 
answer to any item in a registration 
statement on form N-1 or N-2 not re- 
quired to be included in a prospectus, 
any information contained elsewhere 
in the registration statement or any 
information contained in other state- 
ments, applications or reports filed 
with the Commission. Thus, in submit- 
ting the annual updates of their form 
N-1 or N-2, registrants using this liber- 
al incorporation by reference proce- 
dure will have to report only the 
changes that have occurred in their 
operations. This should significantly 
reduce the increased reporting burden 
connected with filing the updates re- 
quired by rule 8b-16. 

The Commission received comments 
from ten commentators concerning 
the adoption of rule 8b-16. In general, 
the commentators objected to the in- 
creased reporting burden which would 
be imposed on the investment compa- 
ny industry by rule 8b-16, particularly 
that on closed end companies. The 
commentators stated that the addi- 
tional information which would be 
filed pursuant to the requirements of 
rule 8b-16 did not justify the addition- 
al costs which will be incurred as a 
result of gathering and reporting such 
information. Several commentators 
also stated that the deadline for sub- 
mitting the annual update of forms N- 
1 and N-2 contained in proposed rule 
8b-16 (90 days after the close of the 
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fiscal year) did not allow management. 


investment companies sufficient time 
for preparation of the necessary 
amendments to their registration 
statements. The Commission has care- 
fully considered these comments. 
While recognizing the heavier report- 
ing burden imposed by the rule, the 
Commission believes that the benefits 
resulting from the rule, particularly 
the increased availability of current 
information about closed end compa- 
nies, justify its adoption. In addition, 
by allowing investment companies to 
make use of a liberal incorporation by 
reference procedure in meeting the re- 
quirements of rule 8b-16, the Commis- 
sion has taken action to reduce any 
additional reporting burden to a mini- 
mum. In order to further ease the re- 
porting burden resulting from compli- 
ance with the requirements of rule 8b- 
16, and to insure that all management 
investment companies will have suffi- 
cient time to prepare the necessary 
amendments to their registration 
statements, the Commission has decid- 
ed to set the filing deadline contained 
in the rule at 120 days after the close 
of the fiscal year. 


FORM N-1R 


Form N-1R has been revised to devel- 
op a computerized reporting format 
that will generate the statistical and 
regulatory information needed by the 
staff to fulfill its regulatory responsi- 
bilities under the 1940 Act without im- 
posing an undue burden upon the in- 
vestment company industry by requir- 
ing the filing of unnecessary or dupli- 
cative information. The Commission 
received comments from 14 commenta- 
tors concerning the content of pro- 
posed form N-1R as revised. The re- 
vised Form N-1R contains a number of 
changes from the proposed form. The 
specific changes which have been 
made pursuant to comments received 
by the Commission are discussed in 
the appendix to this release. 

In essence, the present EDP attach- 
ment is to be substituted for the cur- 
rent form N-1R. The narrative report- 
ing section of the present form has 
been eliminated and some of the infor- 
mation presently appearing in the nar- 
rative section of form N-1R, which 
could not easily be placed in computer- 
ized format, is now required to be set 
forth in registration statements on 
form N-1 and N-2. Narrative answers 
to revised form N-1R items are to be 
made only as exhibits in circumstances 
in which the answer to the computer- 
ized item indicates a possible regula- 
tory problem or a situation that needs 
further explanation. 

One set of audited financial state- 
ments of a registrant, filed with the 
registration statement or amendment 
thereto, will satisfy the requirements 
of forms N-1 or N-2 and the require- 


RULES AND REGULATIONS 


ments of revised form N-1R. In re- 
sponding to items in form N-1R, regis- 
trants will be free to incorporate by 
reference any information contained 
in the registration statement. 

Revised form N-1R is a blank form 
to be filled in by the registrant. A sep- 
arate instruction book will be supplied 
with the form. As adopted, the revised 
form substantially eliminates the cur- 
rent public-nonpublic format of form 
N-1R. Only the information required 
by Item 66 of revised form N-1R, con- 
cerning idenfication of the ten dealers 
selling the largest number of shares of 
a registrant, can be withheld as being 


nonpublic under rule 45a-1 (17 CFR~ 


270.45a-1).° The Commission believes 
that this approach is consistent with 
the policy articulated in the Freedom 
of Information Act (5 U.S.C. 552), as 
reflected in the Commission’s rules on 
information and requests (17 CFR 
Subpart D, 200.80). Although a 
number of commentators requested 
that nonpublic treatment be extended 
to the information required by form 
N-1R items concerning portfolio trans- 
actions by the registrant with brokers 
and dealers acting as principals or bro- 
kers, and participation of affiliated 
brokers and dealers in brokerage com- 
missions on registrant’s. portfolio 
transactions (new items 30, 31 and 33), 
the Commission has determined to 
make these form N-1R items public. 
The allegations of harm to the com- 
petitive positions of investment com- 
panies vis-a-vis each other, and money 
managers other than investment com- 
panies, that would result from making 
these items public do not appear to 
justify the restriction of public access 
to that information. 

In connection with the adoption of 
revised form N-1R and the elimination 
of the public-nonpublic format of the 
form, the Commission hereby notifies 
all registrants, as required by general 
instruction F of current form N-1R, 
that it intends to release to the public, 
pursuant to requests under the Free- 
dom of Information Act, all informa- 
tion contained in part II of current 
form N-1R except item 2.28 (ten larg- 
est dealers in registrant’s shares). This 


*Rule 45a-1, in pertinent part, provides 
for confidential treatment of the names and 
addresses of dealers to or through whom 
principal underwriters of registered invest- 
ment companies are currently offering secu- 
rities, which information is required to be 
furnished in periodic reports filed pursuant 
to section 30(a) of the 1940 Act. The Com- 
mission, in connection with its decision to 
retain nonpublic treatment for information 
in Item 66, has determined to retain rule 
45a-1 at this time and thus the instructions 
to revised form N-1R state that the infor- 
mation required by item 66 will be nonpub- 
lic. A proposal to rescind rule 45a-1 may be 
released for public comment shortly. If in 
the future rule 45a-1 were to be rescinded, 
the item 66 information also would become 
public information. 
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information will be released by the 
Commission without further notice to 
registrants. Registrants that object to 
release of their part II information 
should set forth their objections in let- 
ters to the Commission. Such -letters 
should state the reasons why with- 
holding this information from the 
public is consistent with the Freedom 
of Information Act and is necessary or 
appropriate in the public interest or 
for the protection of investors. Regis- 
trants’ objections will be placed in the 
Commission’s files and considered in 
connection with any request for public 
release under the Freedom of Infor- 
mation Act. However, registrants 
should note that the Commission has 
granted a number of such requests, 
notwithstanding filing of objections by 
registrants. 

Requests under the Freedom of In- 
formation Act for nonpublic part II in- 
formation which are received within 
30 days after the date of this release 
will continue to be handled as they aré 
now, that is, the Commission will 
notify registrants of the request and 
of its intention to release the informa- 
tion in order to give them an opportu- 
nity to object. It should be emphasized 
that this new procedure for regis- 
trants to file their objections in ad- 
vance applies only to information that 
has been, or will be, filed on current 
form N-1R, not to information filed on 
revised form N-1R as adopted today. 

Concurrently with the publication 
for comment of the proposed revision 
of form N-1R, the Commission pro- 
posed that rule 30a-1 (17 CFR 
270.30a-1) under the 1940 Act be 
amended to reduce the filing deadline 
for form N-1R from the present 120 
days after the close of the fiscal year 
to 90 days after the close of the fiscal 
year (Investment Company Act release 
No. 9783, May 31, 1977) (42 FR 29828, 
June 9, 1977). The Commission has de- 
cided to withdraw this proposed 
amendment to rule 30a-1 (Investment 
Company Act release No. 10379). How- 
ever, the Commission has directed the 
staff of the Division of Investment 
Management to examine how the 
filing of revised form N-1R fits into 
the integrated reporting system adopt- 
ed today, and after the integrated 
system has been in operation for a rea- 
sonable period of time, to reconsider 
whether the deadline for filing the 
form should be changed. Thus, the 
filing deadline for revised form N-1R 
will remain 120 days after the close of 
the fiscal year. '° 


CosTs AND BENEFITS OF AN INTEGRATED 
REPORTING SYSTEM 


The forms adopted today constitute 
the cornerstone of an integrated filing 


’This, of course, should be distinguished 
from the filing deadline imposed by new 
rule 8b-16 under the 1940 Act for submis- 
sion of the annual update of 1940 Act regis- 
tration statements, which is also 120 days 
after the close of the fiscal year. 
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system for management investment 
companies. Although implementation 
of an integrated investment company 
reporting system may initially result 
in additional costs to both the Com- 
mission and the investment company 
industry, the Commission believes 
that the benefits of such a system to 
the Commission, the industry and in- 
vestors will in the long run far exceed 
those additional costs. 

From the viewpoint of the Commis- 
sion, adoption of an integrated system 
will significantly reduce the paper- 
work which must be reviewed and pro- 
cessed. Adoption of an integrated 
system should also benefit the invest- 
ment company industry. Once the in- 
dustry becomes accustomed to operat- 
ing under the integrated system, the 
costs of preparing the forms and re- 
ports required to be filed with the 
Commission should be significantly re- 
duced. While investment companies 
will be required under the new inte- 
grated reporting system to update an- 
nually their registration statements, 
this requirement, as noted above, 
should impose little added burden on 
most open-end companies, and the ad- 
ditional burden imposed on closed-end 
companies should prove comparatively 
minor since, under the liberal incorpo- 
ration by reference procedure, they 
will have to report in the annual 
amendment only the changes which 
have occurred in their operations. The 
industry also should benefit from 
having to submit only one form of 
annual report (a computerized docu- 
ment) rather than the current narra- 
tive form N-1R and computerized EDP 
attachment. 

Adoption of the proposed integrated 
investment company reporting system 
should also benefit the investing 
public by improving the quality and 
comprehensibility of information dis- 
closed. Requiring all management in- 
vestment companies to update annual- 
ly their registration statements will 
help ensure that accurate and reason- 
ably up-to-date information is availa- 
ble to the investing public on all man- 
agement investment companies regis- 
tered with the Commission. Moreover, 
we believe that the _ substantive 
changes being made in investment 
company registration statements will 
improve the utility of the prospectus 
to investors. Elimination of excess ver- 
biage and “legalese” from investment 
company prospectuses together with 
the requirement that a _ synopsis 
appear in the forepart of the prospec- 
tus should make the prospectus a 
more useful document to investors. 


WHEN TO FILE 


The new reporting system will 
become effective on January 1, 1979, 
for management investment compa- 
nies registering with the Commission 
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after that date. However, management 
investment companies registered with 
the Commission before January 1, 
1979, must comply with the require- 
ments of the new reporting system for 
the reports filed with the Commission 
containing information about fiscal 
years ending after January 1, 1979. 
Upon the effective date of the new re- 
porting system, all registrants seeking 
to register securities under the 1933 
Act or to file a registration statement 
under the 1940 act, or both, will be re- 
quired to use form N-1 or form N-2, as 
applicable. In addition, when the new 
reporting system becomes effective, 
management investment companies 
which file revised form N-1R will have 
to meet the requirements of rule 8b- 
16. When management investment 
companies currently registered with 
the Commission become subject to the 
requirements of rule 8b-16, they 
should update their existing 1940 Act 
registration statements within 120 
days of the close of their fiscal years 
on form N-1 (for open-end companies) 
or form N-2 (for closed-end compa- 
nies). Furthermore, management in- 
vestment companies currently regis- 
tered with the Commission may use 
form N-1 or N-2 to update their exist- 
ing 1933 Act registration statements." 
Companies filing form N-1 or N-2 for 
purposes of updating their existing 
1933 or 1940 Act registration state- 
ments will be deemed to be filing 
amendments to form N-1 or N-2, and 
should so state on the facing sheet of 
such form. : 


REQUEST FOR COMMENT, Forms N-1 AND 


While, as noted herein, the Commis- 
sion is of the view that the changes in 
the forms adopted today from those 
published for comment in Securities 
Act release No. 5829 are either techni- 
cal in nature or are less burdensome 
than. current requirements, the Com- 
mission desires to provide interested 
persons an opportunity to comment on 
the requirements of items 8, 12, and 
13(c) of part I and items 1(b)(14) and 8 
of part II of form N-1, and items 10, 
14, and 15(c) of part. I and items 
4(b)(15) and 9 of part II of form N-2. 

Item 13(c) of part I and item. 8 of 
part II of form N-1 and item 15(c) of 
part I and item 9 of part II of form N- 
2 specify the disclosure that should 
appear in registration statements of 
open-end and closed-end management 
investment companies concerning 
management-related service contracts 
under which administrative services 
are provided to such companies. The 


"Those registrants utilizing form N-1 or 
N-2 to update their existing 1933 Act regis- 
tration statements should follow the two 
part filing procedure outlined in Securities 
Act release No. 5738 (September 3, 1976) (41 
FR 39012, September 14, 1976). 


disclosure mandated by these items 
has been revised in response to com- 
ments on items 13(c) and 15(c) of part 
I of proposed forms N-1 and N-2, 
which questioned the need for the de- 
tailed disclosure specified therein in 
investment company registration 
statements. Based on these comments, 
significant revisions have been made 
in the disclosure of management-relat- 
ed service contracts which must 
appear in registration statements. The 
above items of forms N-1 and N-2 


- adopted today provide that a summary 


of the substantive provisions of such 
management-related service contracts 
should appear in either part I or part 
II of the registration statement de- 
pending on whether such contracts 
may be deemed material to a purchas- 
er of securities of the registrant. A 
definition of “management-related 
service contract” has been added to 
clarify the types of services of which 
disclosure is required. Custodian, 
transfer agency, and dividend-paying 
agency services, which are excluded 
from items 13(c) and 15(c), are to be 
disclosed in item 12 of part I of form 
N-1 and item 14 of part I of form N-2. 
These items ask for disclosure of the 
name and principal business address of 
the person providing such services, 
with additional information required 
if such person is affiliated with the 
registrant. 

Item 8 of part I of form N-1 and 
item 10 of part I of form N-2 specify 
the disclosure that ‘should appear in 
registration statements of open-end 
and closed-end management invest- 
ment’ companies concerning pending 
legal proceedings. The content of 
these items has been changed in its 
entirety in response to numerous com-- 
ments on the content of the compara- 
ble items included in proposed forms 
N-1 and N-2. As a result of these com- 
ments, the disclosure scheme for pend- 
ing legal proceedings contained in the 
proposed forms has been abandoned, 
and in its place the disclosure pattern 
contained in item 9 of current form N- 
8B-1 has been substituted. The only 
substantive modification made in the 
current disclosure requirements is that 
items 8 and 10, unlike item 9 of cur- 
rent form N-8B-1, will require disclo- 
sure of material pending legal proceed- 
ings to which the investment adviser 
or principal underwriter of a -regis- 
trant is a party, in addition to material 
pending legal proceedings to which a 
registrant or any of its subsidiaries is a 
party. It should be noted that this 
modification of the provisions of item 
9 of current form N-8B-1 was included 
in the pending legal proceeding items 
of proposed forms N-1 and N-2 on 
which public comments were solicited. 

Item 1(b)(14) of part II of form N-1 
and item 4(b)(15) of part II of form N- 
2 require additional exhibits to be 
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filed as part of registration statements 
on those forms. In response t6 the 
comments received on item 16(a)(5) of 
proposed form N-1, which questioned 
the need for disclosure in registration 
statements of open-end management 
investment companies of the costs and 
fees charged in connection with retire- 
ment plans using shares of such com- 
panies as the funding medium, such 
disclosure has been eliminated from 
the information which must appear in 
registration statements of forms N-1 
and N-2, and, in adopting these forms, 
the Commission has instead decided to 
specify only that such costs and fees 
be contained in model retirement 
plans filed as exhibits to registration 
statements of open- and closed-end 
- management investment companies. 
All interested persons are invited to 
submit their written comments on the 
above items of forms N-1 and N-2 by 
October 16, 1978. However, it should 
be noted that, notwithstanding the op- 
portunity to comment on.the require- 
ments contained in the above items, 
all of them have been adopted today 
by the Commission and will go into 
effect unless modified prior to the ef- 
fective date of forms N-1 and N-2. 


CERTAIN FINDINGS 


As required by section 23(a)(2) of 
the 1934 Act (15 U.S.C. 78w(a)(2)), the 
Commission has considered the impact 
that form N-1R adopted herein under 
the 1934 and 1940 Acts would have on 
competition and has concluded that it 
imposes no significant burden on com- 
petition. Furthermore, the Commis- 
sion has determined that any possible 
burden will be outweighed by, and is 
necessary and appropriate to achieve, 
the benefits of this form to investors 
and registrants. 


AUTHORITY, EFFECTIVE DATE 


The Commission hereby adopts 
forms N-1 and N-2, revised forms N- 
8A and N-1R and rule 8b-16, pursuant 
to the provisions of sections 6, 7, 8, 10, 
and 19(a) of the Securities Act of 1933 


(15 U.S.C. 77f, 77g, TTh, 77j, and 
77s(a)), sections 13, 15(d) and 23(a) of 
the Securities Exchange Act of 1934 
(15 U.S.C. 78m, 780(d) and 78w(a)) and 
sections 8, 30, and 38(a) of the Invest- 
ment Company Act of 1940 (15 U.S.C. 
80a-8, 80a-29 and 80a-37(a)). 

The Commission is aware that new 
reporting: and disclosure provisions 
adopted shortly before the end of the 
calendar year may impose certain ad- 
ditional burdens on registrants. There- 
fore, with respect to management in- 
vestment companies which have regis- 
tered with the Commission before Jan- 
uary 1, 1979, the Commission is 
making rule 8b-16, forms N-1 and N-2 
and revised form N-1R effective only 
for reports. filed with the Commission 
containing information about fiscal 
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years ending after January 1, 1979, so 
that such companies will not be sub- 
ject to unreasonable reporting require- 
ments. However, those management 
investment companies which register 
with the Commission after January 1, 
1979, will have to comply with the re- 
quirements of rule 8b-16, forms N-1 
and N-2 and revised forms N-8A and 
N-1R for all reports they file with the 
Commission. 

The Commission strongly encour- 
ages early compliance with the disclo- 
sure requirements of forms N-1 and 
N-2, and believes that where practica- 
ble registrants should follow the re- 
quirements of those forms prior to 
their effective date because of their 
usefulness to investors. Thus, when 
filing registration statements on forms 
S-4 and S-5 or posteffective amend- 
ments to such registration statements, 
registrants will be deemed to comply 
with the requirements of forms S-4 
and S-5 to the extent they follow the 
requirements of forms N-1 and N-2. 

The Commission finds that the 
changes in the forms adopted today 
from those published in Securities Act 
Release No. 5829 have already been 
generally subject to comment and are 
either technical in nature or less bur- 
densome than current requirements so 
that further notice and rulemaking 
procedures pursuant to the Adminis- 
trative Procedure Act (5 U.S.C. 553) 
are not necessary. 


COMMISSION ACTION 


1. In consideration of the above, part 
270 of chapter II of title 17 of the 
Code of Federal Regulations, rules and 
regulations, Investment Company Act 
of 1940, is hereby amended by adding 
a new § 270.8b-16 as follows: 


PART 270—RULES AND REGULA- 
TIONS, INVESTMENT COMPANY 
ACT OF. 1940 


§ 270.8b-16 Amendments ‘to registration 
statements. 


Every registered management invest- 
ment company which ‘is required to 
file an annual report on the form pre- 
scribed in rule 30a-2(a) (17 CFR 
270.30a-2(a)) shall amend the registra- 
tion statement-required pursuant to 
section 8(b) by filing, not more than 
120 days after the close of each fiscal 
year ending on or after the date upon 
which such registration statement was 
filed, the appropriate form prescribed 
for such amendments. 

2. In consideration of the above, the 
Commission is amending and revising 
the following sections of part 274, 
chapter II, title 17 of the Code of Fed- 
eral Regulations, under the Invest- 
ment Company Act of 1940: 
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PART 274—FORMS PRESCRIBED 
UNDER THE INVESTMENT COMPA- 
NY ACT OF 1940 ~ j 


A 


§ 274.10 Revised form N-8A, for notifica- 
tion of registration [Amended] 


(By amending (1) the facing sheet of 
form N-8A; (2) revising and renumber- 
ing general instructions, 1, 2, 4, and 5, 
and adding new general instructions 3 . 
and 6 to form N-8A; (3) revising and 
renumbering items 1, 2, 3, 4, 5, 6, 7, 8, 
9(a), 9(b), and 13 to form N-8A; (4) de- 
leting items 4, 9, 10, 11(b), 11(c), and 
12 of current form N-8A; (5) adding 
new items 9(c), 9(d), 9(e), 10, and 11 to 
form N-8A; and (6) revising the signa- 
ture page.) 

The text of the revised form is print- 
ed in the SEC Docket in which this re- 
lease is published. 


B 


§ 274.11 Form N-1, registration statement 
of open end management investment 
companies. 


Form N-1 shall be used as the regis- 
tration statement to be fired pursuant 
to section (b) of the Investment Com- 
pany Act of 1940 by open end manage- 
ment investment companies , other 
than companies which issue periodic 
payment plan certificates or which are 
sponsors or depositors of companies is- 
suing such certificates. This form shall 
also be used for registration under the 
Securities Act of 1933 of the securities 
of all open end management invest- 
ment companies. This form is not ap- 
plicable for small business investment 
companies which register pursuant to 
§§ 293.24 and 274.5 of this chapter. 


Cc 


§ 274.1la-1 Form N-2, registration state- 
ment of closed end management invest- 
ment companies. 


This form shall be used as the regis- 
tration statement to be filed pursuant 
to section 8(b) of the Investment Com- 
pany Act of 1940 by closed end man- 
agement investment companies other 
than companies which isssue periodic 
payment plan certificates or which are 
sponsors or depositors of companies is- 
suing such certificates. This form also 
shall be used for registration under 
the Securities Act of 1933 of the secu- 
rities of all closed end management in- 
vestment companies. This form is not 
applicable for small business invest- 
ment companies which register pursu- 
ant to §§ 239.24 and 274.5 of this chap- 
ter. 
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§ 274.11 [Rescinded] 


(Section 274.11, form N-8B-1, is 
hereby rescinded. The text of forms 
N-1 and N-2 is printed in the SEC 
docket in which this release is pub- 
lished.) 


D 


§ 274.101 [Amended] 


Section 274.101 form N-1R, revised 

annual report of registered manage- 
ment investment companies under the 
Investment Company Act of 1940 and 
the Securities Exchange Act of 1934. 
- (By amending (1) the facing sheet of 
form N-1R; (2) deleting all general 
instructions to form N-1R; (3) deleting 
items 1.01 through 1.33 of form N-1R, 
and the instructions thereto; (4) delet- 
ing part II of form N-1R, including 
the deletion of items 2.01 through 2.32 
and the instructions thereto; (5) delet- 
ing the EDP attachment for form N- 
1R of registered open end manage- 
ment investment companies; (6) delet- 
ing the EDP attachment for form N- 
1R of registered closed end manage- 
ment investment companies; (7) 
adding EDP items 1 through 65 to 
form N-1R; (8) adding EDP item 66 
(which will receive confidential treat- 
ment) to form N-1R; (9) adding EDP 
items 67 through 69 to form N-1R; 
and (10) removing all instructions in a 
separate instruction book. The narra- 
tive public and nonpublic N-1R forms, 
including EDP attachments, are 
hereby rescinded.) | 

The text of the revised form N-1R 
and the instruction booklet are print- 
ed in the SEC docket in which this re- 
lease is published. 


7 * = 


E 


§§ 274.10la-1 and 274.10la-2 [Deleted] 


Section 274.10la-1 and § 274.101la-2 
are deleted. 

3. Further, in consideration of the 
above, the Commission is amending 
and revising the following sections of 
part 239, chapter II, title 17 of the 
Code of Federal Regulations under 
the Securities Act of 1933: 


PART 239—FORMS PRESCRIBED 
UNDER THE SECURITIES ACT OF 1933 


A 


§ 239.14 Form N-2 for closed end manage- 
ment investment companies registered 
on form N-8A. 


Form N-2 shall be used for registra- 
tion under the Securities Act of 1933 
of securities of all closed end manage- 
ment investment companies registered 
under the Investment Company Act of 
1940 on form N-8A (§ 274.10 of this 
chapter). This form is also to be used 
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for the registration statement of such 
companies pursuant to section 8(b) of 
the Investment Company Act of 1940 
(§ 274.11a-1 of this chapter). This form 
is not applicable for small business in- 
vestment companies which register 
pursuant to §§ 239.24 and 274.5 of this 
chapter. 


B 


§ 239.15 Form N-1 for open-end manage- 
ment investment companies registered 
on form N-8A. 


Form N-1 shall be used for the regis- 
tration under the Securities Act of 
1933 of securities of all open-end man- 
agement investment companies regis- 
tered under the Investment Company 
Act of 1940 on form N-8A (§ 274.10 of 
this chapter). This form is also to be 
used for the registration statement of 
such companies pursuant to Section 
8(b) of the Investment Company Act 
of 1940 (§ 274.11 of this chapter). This 
form is not applicable for small busi- 
ness investment companies which reg- 
ister pursuant to § 239.24 and § 274.5 of 
this chapter. (Forms S-4 and S-5 are 
hereby rescinded. The text of forms 


N-1 and N-2 are printed in the SEC . 


docket in which this release is pub- 
lished.) 


* oa x of + 


4. Further, in consideration of the 
above, the Commission is amending 
and revising the following sections of 
Part 249, Chapter II, Title 17 of the 
Code of Federal Regulations under 
the Securities Exchange Act of 1934. 


PART 249—FORMS, SECURITIES 
EXCHANGE ACT OF 1934 


A 


§ 249.330 Form N-IR, revised annual 
report of registered management in- 
vestment companies under the Invest- 
ment Company Act of 1940 and the Se- 
curities Exchange Act of 1934. 


(By amending (1) the facing sheet of 
form N-1R; (2) deleting all general 
instructions to form N-1R; (3) deleting 
items 1.01 through 1.33 of form N-1R 
and the instructions thereto; (4) delet- 
ing part II of form N-1R, including 
the deletion of items 2.01 through 2.32 
and the instructions thereto; (5) delet- 
ing the EDP attachment for form N- 
1R of registered open-end manage- 
ment investment companies; (6) delét- 
ing the EDP attachment for form N- 
1R of registered closed end manage- 
ment investment companies; (7) 
adding EDP items 1 through 65 to 
form N-1R; (8) adding EDP item 66 
(which will receive confidential treat- 
ment) to form N-1R; (9) adding EDP 
items 67 through 69 to form N-1R; 
and (10) removing all instructions to 
the items of form N-1R and enclosing 


new instructions in a separate instruc- 
tion book. The narrative public and 
nonpublic N-1R forms, including EDP 
attachments, are hereby rescinded.) 

The text of the revised form N-1R 
and the instruction booklet are print- 
ed in the SEC docket in which this re- 
lease is published. 


By the Commission. 


GerorcE A. FITZSIMMONS, 
Secretary. 


AvuGUST 28, 1978. 
SUMMARY OF CHANGES ” 


. FORM N-1i 


‘General Instructions , 

With respect to the general instruc- 
tions, six changes have been made. 
First, a paragraph has been added to 
general instruction E specifying what 
information can be incorporated by 
reference into form N-1. This addition 
has been made to call registrants’ at- 
tention to the large volume of infor- 
mation that can be incorporated by 
reference into the form. Second, the 
requirement that disclosure regarding 
tax status follow the condensed finan- 
cial information (item 3) has been de- 
leted. This deletion has been made to 
allow registrants more flexibility in 
the design and format of their pro- 
spectuses, and because there is no 
compelling reason for such a require- 
ment. ; 

The third change made in the gener- 
al instructions is to add a reference to 


section 24(f) of the Investment Com- 


pany Act of 1940 (“1940 Act”) (15 
U.S.C. 80a-24(f)) to general instruc- 
tion F. 2 and 3, thereby allowing 
amendments to a registration state- 
ment under the Securities Act of 1933 
(“1933 Act’’) filed on form N-1 to con- 
tain only the information specified in 
these instructions. 

The fourth change, again made pur- 
suant to comments, is with respect to 
instruction G.1l.a., preparation of the 
registration statement or amendment. 
The wording of the instruction has 
been rearranged in order to clarify its 
meaning. The instruction now con- 
tains a blanket statement that the in- 
formation required by the form N-1 
items need not be set forth in any par- 
ticular order, with two exceptions: (1) 
Items 1, 2, and 3 of part I must be pre- 
sented in the prospectus in the same 
order in which those items appear in 
the N-1, and (2) item 3, ‘““Condensed 
Financial Information,” must appear 
with the first five pages:of the pro- 
spectus, and must not be preceded by 
any other chart or table. An insertion 


Unless otherwise noted, references to 
item numbers are to items in the forms as 
adopted. 


FEDERAL REGISTER, VOL. 43, NO. 172—TUESDAY, SEPTEMBER 5, 1978 





= 


has also been made for clarification 
purposes that the condensed financial 
information may be preceded by the 
table of contents. 

The fifth change made in the gener- 
al instructions relates to instruction 
G.4.a., which sets forth the instruc- 
tions for charts, graphs, tables, and 
sales literature. The instruction as 
originally proposed contained a refer- 
ence to the Statement of Policy of the 
Commission Relating to Advertising 
and Sales Literature Used in the Sale 
of Investment Company Shares 
(“Statement of Policy’), to the effect 
that a registration statement should 
not contain any charts or graphs pro- 
hibited by the Statement of Policy. 
The reference to the Statement of 
Policy has been deleted because the 
Statement of Policy, as letters of com- 
ment noted, is a set of guidelines 
rather than a prohibition against cer- 
tain types of disclosure formats. The 
language of the instruction has been 
revised to state that no chart or graph 
presented should be misleading. Final- 
ly, instructions on how to use form N- 
1 to register an indefinite number of 
shares under the 1933 Act have been 
added to the instructions on the facing 
sheet and the general instructions. 


Part I 


Item 1 (cover page). Three basic 
changes have been made pursuant to 
comments. Added to subpart (a) of the 
item, which asks for the name, ad- 
dress, and investment objectives of the 
registrant, is a requirement that the 
registrant furnish a brief statement as 
to how it proposes to achieve its in- 
vestment objective(s). Second, subpart 
(e) of the item has been amended to 
allow registrants, at their discretion, 
to include on the cover page the name 
of each principal underwriter of the 
registrant and/or such attention-get- 
ting devices that are not misleading. 
Third, the reference in subpart (e) of 
the item to the Statement of Policy 
has been deleted, for the reasons set 
forth above. , ; 

Item 2 (Synopsis). Two phrases have 
been deleted from the opening para- 
graph of the item. The opening state- 
ment to the item, which stated that 
the information required by the item 
was to be set forth immediately fol- 
lowing the cover page and table of 
contents, has been deleted since this 
requirement is already stated in the 
general instructions to the form. In 
addition, the instruction contained in 
the proposed form N-1 stating that 
the synopsis should be set forth “in a 
carefully organized series of concise 
paragraphs” has been deleted, in order 
to allow a registrant at its discretion to 
use a question and answer format. A 
reference to the question and answer 
format has been inserted in the last 
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part of the paragraph in order specifi- 
cally to allow such a format. 

Another change made in item 2 is 
the omission of the requirement in 
subpart 2(g) that the registrant dis- 
close the investment adviser’s experi- 
ence and fee schedule. This informa- 
tion has been deleted because it would 
require too much detail in the synop- 
sis, and because such information is 
adequately dealt with in the body of 
the prospectus. Subpart 2(i), which 
originally called for disclosure con- 
cerning principal risk or speculative 
factors concerning the registrant, is 
further clarified so as to require dis- 
closure of only those factors that are 
“peculiar to the registrant.” Subpart 
2(j) has been revised to permit inclu- 
sion in the synopsis of any additional 
material information describing the 
operations of the registrant that the 
registrant wants to highlight. The sub- 
part originally called for disclosure of 
all material or unusual features that 
the registrant wanted to disclose. 

Item 3 (condensed financial infor- 
mation). The instructive language as 
to the first five page requirement con- 
tained in subpart 3(a) was deleted to 
avoid duplication of the instruction al- 
ready contained in general instruction 
G.1.d. In addition, pursuant to letters 
of comment which pointed out that 
the American Institute of Certified 
Public Accountants Industry Audit 
Guide (“Audit Guide”) contained cer- 
tain language to which the form N-1l 
should conform, lines 5 and 6, which 
contained the term “net realized prof- 
its,” have been revised to contain the 
term “net realized gains.” Another 
more significant revision in item 3 has 
been made, pursuant to comments 
which recommended conforming the 
audit requirements of the form N-1 to 
the Audit Guide with respect to the 
10-year audit requirement. Pursuant 
to these comments, the audit period 
required by item 3 has been reduced to 
a period of not less than 5 years. How- 
ever, the reduction of this audit period 
is not meant to encourage those regis- 
trants which currently have their item 
3 information audited for more than 5 
years to reduce the number of years 
for which such information is audited. 
Those portions of instruction 11 and 
instruction 12(a) of item 3, which deal 
with average net assets and portfolio 
turnover rate, respectively, have been 
modified. The new instructions con- 
tain no exception for valuation as of 
the end of the preceding quarter be- 
cause, as a number of letters of com- 
ment pointed out, such exception is 
not applicable to open end investment 
companies. In addition, a new subin- 
struction 12(d) has been added specify- 
ing that short sales and put and call 
options expiring more than 1 year 
from the date of acquisition are to be 
included in purchases and sales for 
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purposes of calculating portfolio turn- 
over rate. 

Item 4 (general information and his- 
tory). Originally the item called for 
disclosure of information on the State 
in which the registrant “was” orga- 
nized. The item has been revised to 
call for disclosure of tthe ‘State in 
which the registrant “‘is’’ organized. 

Item 5 (investment objectives and 
policies). Subpart 5(b) has been in 
part modified by deleting the require- 
ment that the registrant disclose the 
extent to which. it has engaged in ac- 
tivities pursuant to its fundamental 
policies. This deletion has been made 
in response to a number of letters of 
comment which noted the great diffi- 
culty that would be involved in sum- 
marizing this information, with little 
corresponding return to the investor 
in the way of useful information. The 
clause in subpart 5(b)(5) of proposed 
form N-1 which stated, “no informa- 
tion need be given in response to this 
item as to securities of companies 
whose investments in real estate are 
incidental to their primary line of 
business (i.e., banks),” has also been 
deleted. In addition, subpart 5(b)(1) of 
proposed form N-1 has been split into 
two parts: clause (b)(1) now asks for 
disclosure regarding a registrant’s fun- 
damental policy with respect to issu- 
ance of senior securities, and new 
clause (b)(2) requires disclosure on any 
particular fundamental policy with re- 
spect to short sales, purchases on 
margin and option writing, even 
though they may be considered 
“senior securities.” 

Subpart 5(c) no longer calls for a re- 
cital of the registrant’s ‘investment 
activities and techniques,” but now 
asks for a description of the regis- 
trant’s “significant investment policies 
which are not deemed fundamental 
and which may be changed without 
shareholder approval.” This change 
has been made because numerous com- 
mentators noted that the phrase “in- 
vestment activities and techniques” 
was unduly vague and could not be 
easily defined. In addition, the instruc- 
tion to this subpart has been modified 
to require only disclosure of. the 
extent to which the registrant may 
engage in its significant investment 
policies. Under the new instruction the 
‘registrant is not locked into a set for- 
mula with regard to following its in- 
vestment policies. In addition, a 
number of letters of comment proper- 
ly pointed out that requiring disclo- 
sure as to the extent to which the reg- 
istrant will engage in each investment 
policy (as the proposed form N-1 man- 
dated) required an underlying forecast 
of future market conditions which was 
inappropriate for inclusion in a regis- 
tration statement. Subpart 5(d), “Port- - 
folio Turnover,” has been revised so as 
to require an explanation of any sig- 
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nificant variation in the registrant’s 
portfolio turnover rates over the last 2 
fiscal years, and, if the registrant an- 
ticipates a significant variation in the 
portfolio turnover rate from that re- 
ported for its most recent fiscal year, a 
statement to that effect. In addition, 
in the case of a new registration, this 
subpart requires the registrant to 
state its policy with respect to portfo- 
lio turnover. 

Item 6 (tax status). A subpart has 
been added which was originally 
placed in item 14(c), capital stock and 
other securities, calling for disclosure 
of the registrant’s. policy in deciding 
when to pay dividends from its net in- 
vestment income and when to make 
distributions of any realized capital 
gains. This subpart has been moved 
intact from item 14(c) without any 
changes in its text, in response to a 
comment that it fit better into item 6 
disclosure. In addition, item 6(a) has 
been revised to obtain disclosure in 
the case of a new registration of a reg- 
istrant’s proposed tax status. 

Item 7 (brokerage allocation). Sub- 
part (a)(1) of the item set forth in pro- 
posed form N-1 requiring disclosure of 
the aggregate dollar amount of pur- 
chases and sales of the registrant’s 
portfolio securities other than Govern- 
ment securities has been deleted in its 
entirety. In addition, the last sentence 
of Instruction 1 to clause (a)(2) has 
been deleted because it merely repeat- 
ed the requirement of the text. 

Item 8 (pending legal proceedings).* 
In response to numerous comments, 
the Commission has chosen to aban- 
don the disclosure pattern for pending 
legal proceedings contained in item 8 
of proposd form N-1, and in its place 
to substitute the disclosure scheme of 
item 9 of current form N-8B-1. The 
only substantive modification made in 
the current disclosure requirements is 
that new item 8, unlike item 9 of cur- 
rent form N-8B-1, will require disclo- 
sure of material pending legal proceed- 
ings to which the investment adviser 
or principal underwriter of the regis- 
trant is a party, in addition to material 
pending legal proceedings to which 
the registrant or any of its subsidiaries 
is a party. As a result of this change, 
registrants should be able to provide 
the information requested by this item 
with a minimum of difficulty. 

Item 9 (control persons and princi- 
pal holders of securities). The last part 
of subsection (a), requiring disclosure 
of the basis of control by parents of 
each control person and the basis of 
control by the parent of each parent, 
has been deleted. In addition, clause 
(ii) of the definition of control set 
forth in the instruction to subpart 9(a) 
has been revised to read “the acknowl- 
edgement or assertion by either the 


8The Commission solicits additional 
public comment on this item. 
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controlled or controlling party of the 
existence of control.” 

Item 10 (directors, officers, and advi- 
sory board members). An additional in- 
struction has been added to obtain dis- 
closure of those directors who are in- 
terested persons of the registrant 
within the definition of section 
2(a)(19) of the 1940 Act (15 U.S.C. 80 
a-2(a)(19)). This instruction was added 
in response to a comment noting that 
this information is appropriate for 
prospectus disclosure. In addition, the 
item has been revised to require disclo- 
sure of “officer” positions instead of 
“executive officer’ positions, in re- 
sponse to a comment that the same 
terms should be used throughout the 
forms. Furthermore, column No. 4 in 
the table required by item 10 has been 
deleted, and in its place subpart (b) 
has been added to the item, requiring 
a description either in the table or in 
separate text following the table of 
any positions held with affiliated per- 
sons or principal underwriters of the 
registrant by each officer, director, 
and member of the advisory board. 

Item 11 (remuneration of directors 
and others). Disclosure concerning of- 
ficer remuneration has been limited to 
the three highest paid officers. The 
purpose of this change is to bring the 
item into line with current Commis- 
sion disclosure practice, as evidenced 
by other registration statement forms 
currently in effect.'* The other change 
has been the deletion of subpart 11(c) 
which called for disclosure of remu- 
neration for each principal underwrit- 
er. This change was made because the 
subpart was duplicative of disclosure 
already called for in item 16 of the 
form. 

Item 12 (custodian of portfolio secu- 
rities, transfer agent, and dividend- 
paying agent). The item no longer 
calls for a description of the services 
to be provided by a depository if, in 
fact, the registrant’s custodian ar- 
rangements authorize the use of a cen- 
tral depository. This was accomplished 
by the deletion of old instruction 1 in 
the form. Letters of comment properly 
pointed out that the mere authoriza- 
tion in the custodian agreement of a 
central depository is not per se a mate- 
rial fact. Second, the item has been 
modified to require disclosure about 
transfer agents and dividend-paying 
agents similar to that required of cus- 
todians. This change was made be- 
cause it was believed that this infor- 
mation was material to investors, and 


“Tt should be noted that the Commission 
has recently published for comment pro- 
posed amendments to its forms and rules 
which would revise the required disclosure 
relating to management remuneration. See 
Securities Act Release No. 5950 (July 28, 
1978) (43 FR 34415, August 3, 1978). These 
proposed amendments are not applicable to 
the forms adopted by the Commission 
today. 


it was required nowhere else in the 
prospectus. 

Item 13 (investment advisers). Sever- 
al changes have been made to subpart 
13(a)(2). The requirement that the ad- 
viser disclose the number of years it 
has been in the advisory business, the 
total amount of assets it managed, and 
the type of portfolios it managed, has 
been deleted. This deletion has been 
made because such disclosure could be 
misleading with regard to new invest- 
ment advisers with experienced per- 
sonnel but no_ business history. 
Second, since the item still requires a 
brief description of the adviser’s busi- 
ness history and experience, an in- 
struction has been inserted to allow an 
adviser which has been organized 
within the last 2 years to note this 
fact in lieu of-a description of its busi- 
ness history. This instruction allows 
new investment advisers to avoid nega- 
tive disclosure with regard to the lack 
of business history. The disclosure re- 
quired by clause (a)(2) with respect to 
control persons of the investment ad- 
viser has been moved to new clause 
(a3). Old clause (a)(2) required dis- 
closure of how each controling person 
of the registrant’s investment adviser 
was controled by its immediate con- 
troling .person; this requirement has 
been deleted in new clause (a)(3). In 
addition, clause (a)(4) and the instruc- 
tion thereto have been revised because 
the second sentence of the instruction 
repeated the requirement of the text. 
Subpart 13(a)(6) has been revised to 
obtain specific disclosure of all offsets 
or credits that are applicable to the in- 
vestment advisory fee. This revision 
will act to expand the disclosure of 
offsets or credits to advisory fees 
beyond disclosure of expense limita- 
tions, since as was noted by some com- 
mentators, expense limitations are not 
the only offsets or credits that can be 
applied against advisory fees. 

Subpart 13(c), which originally 
called for a summary of the material 
provisions and purposes of any man- 
agement-related, bookkeeping, or simi- 
lar service contract between the regis- 
trant or any other person performing 
such contract, has heen revised. The 
new subpart 13(c) requires a summary 
of the substantive provisions of any 
management-related service contract 
“which may be material to a purchas- 
er of securities” and which is not dis- 
cussed elsewhere in part I of form N-1. 
The item calls for a statement of the 
parties to the contract, the total dol- 
lars paid and by whom, for the last 3 
fiscal years. An instruction has been 
added to the item which defines the 
term ‘“management-related service 
contract.” The definition includes in 
the term most functions associated 
with the daily administration of a 
fund, but specifically excludes con- 
tracts to provide investment advice, 
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custodian, transfer agency services, or 
dividend disbursing functions. Legal 
and auditing services are also ex- 
cluded, as are bona fide contracts for 
personal employment entered into 
with the registrant in the ordinary 
course of business. Finally, no infor- 
mation need be given in response to 
the item with respect to the services of 
mailing proxies or periodic reports to 
shareholders of the registrant. 

Revisions have also been made to 
subpart 13(d). This subpart calls for 
disclosure of information pertaining to 
individuals) other than the investment 
adviser, directors, or officers) who reg- 
ularly furnish investment advice to 
the registrant, and has been modified 
in part to conform to the language in 
section 2(a)(20) of the 1940 Act (15 
U.S.C. 80a-2(a)(20)), which defines the 
term “investment. adviser” of an in- 
vestment company. It should be noted 
that information regarding the regis- 
trant’s investment adviser is not re- 
quired under this subpart because 
item 13(a) calls for disclosure of appro- 
priate information regarding such ad- 
viser. Item 13(d)(3) has been revised to 
require that remuneration for individ- 
uals described in item 13(d) be dis- 
closed for the previous 3 fiscal years. 

The instruction to item 13(d) states 
when information need not be includ- 
ed in response to the item. New sub- 
parts (iii)-(v) have been added to the 
instruction to exempt companies 
which are excluded from the section 
2(a)(20) definition from having to 
make the disclosure specified in this 
item. This exemption was added pur- 
suant to letters of comment which 
noted that exemptive language to this 
effect was included in item 1.24 of the 
form N-1R, the item on which item 
13(d) is based. 

Item 14 (capital stock and other se- 
curities). Pursuant to a number of let- 
ters of comment, the negative disclo- 
sure requirements contained in the 
proposed form with regard to stock 
rights have been deleted. This change 
was made because negative disclosure 
in this regard did not appear useful to 
investors. In addition, an instruction 
has been added to the item pointing 
out that disclosure regarding conver- 
sion rights, sinking fund provisions 
and liability to further calls or to as- 
sessment by the registrant will be ap- 
plicable only to those companies 
which have received orders of the 
Commission exempting them from the 
provisions of section 18(f) of the 1940 
Act. Furthermore, as pointed out 
under item 6 above, instruction 3 in 
item 14 of the proposed form, calling 
for disclosure of information concern- 
ing the registrant’s dividend policy, 
has been moved to item 6. 

Item 15 (pricing of registrant’s secu- 
rities). The obligatory language of 


“The Commission solicits additional 
public comment on this item (item 13(c)). 
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item 15(c) requiring the registrant to 
disclose to investors that there will be 
charges for the sale of its shares 
through broker-dealers has been 
changed so that the registrant will 
state only that charges “may be 
made” for such sales. This revision 
was made pursuant to a number of let- 
ters of comment which noted that, 
while a registrant can state that a re- 
demption fee is or is not charged, the 
registrant does not have access to in- 
formation concerning what brokers 
charge their clients. Accordingly, it 
has been determined that such third- 
party arrangements and costs should 
not be subjects of required disclosure. 

Item 15(d) originally required regis- 
trants whose securities are traded in 
the marketplace to describe the proce- 
dure to be followed by the investor in 
making a determination to sell his 
shares in the marketplace or to sell 
them back to the registrant directly 
(redemption) or indirectly (repur- 
chase). This item has been deleted 
pursuant to several letters of com- 
ment. The commentators noted that 
securities of open end investment com- 
panies are not traded in the market- 
place. In addition, it was argued that 
registrants should not be required to 
give advice to investors on whether or 
not to redeem their shares, since regis- 
trants have no knowledge of an indi- 
vidual shareholder’s investment needs 
or desires. 

Item 16 (general information as to 
plan of distribution). Item 16(a)(3), re- 
quiring disclosure of the aggregate 
dollar amount of ‘underwriting com- 
missions, has been revised to require 
disclosure of the amount of commis- 
sions retained by the principal under- 
writer for each of the last three fiscal 
years. Item 16(a)(5), which requires 
disclosure concerning fund retirement 
plans, has been modified pursuant to 
letters of comment to require only a 
statement by the registrant as to 
where further information on such 
plans can be obtained. A new instruc- 
tion has also been added to subpart (a) 
of the item to require disclosure with 
respect to withdrawal plans of the 
minimum purchase requirement for 
shareholders who seek simultaneously 
to purchase additional fund shares 
while having a withdrawal plan in 
effect. Subpart (b) and the instruction 
thereto have been rewritten to élimi- 
nate the second sentence of the in- 
struction, which repeats the text. Fi- 
nally, the requirements of subpart (c) 
of this item have been revised to re- 
quire the information requested there- 
in only for principal underwriters who 
are affiliated persons of the registrant 
or affiliated persons of such affiliated 
persons. 

Item 17 (financial statements). First, 
the reference to article 6 of regulation 
S-X in the lead paragraph of the 
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instructions to this item has been de- 
leted. Second, paragraph (d) of in- 
struction 16 has been deleted since the 
information contained in that para- 
graph is set forth in the lead para- 
graph of the instructions to this item. 


Part II 


Item 1 Cfinancial statements and ex- 
hibits). Copies of all powers of attor- 
ney are no longer required to be filed 
as exhibits to the form. Copies of all 
model retirement plans with which 
the registrant offers its securities 
(such model plans to disclose the costs 
and fees charged in connection with 
such plans) are now required to be 
filed as exhibits.'* The former change 
was made because rule 402(c) under 
the 1933 Act (17 CFR 230.402(c)) cur- 
rently requires powers of attorney to 
be filed with the registration state- 
ment. The latter change came as a 
result of the above revision to item 
16(a)(5) of part I with respect to re- 
tirement plan disclosure. The new 
filing requirement for retirement 
plans will allow the staff to evaluate 
proposed retirement plan disclosure 
more thoroughly. In addition, opin- 
ions, appraisals, and rulings and con- 
sents to the use thereof which were 
relied on in the preparation of form 
N-1 now must be filed as exhibits only 
if they were also required by section 7 
of the 1933 act (15 U.S.C. 77g) (item 
1(b)(11)). 

Item 3 (number of holders of securi- 
ties). The item as proposed required 
disclosure of the number of beneficial 
holders of the registrant’s securities. 
As a result of a number of letters of 
comment indicating that this informa- 
tion may not be available to regis- 
trants, and since deletion of this infor- 
mation from the form would not ad- 
versely affect the work of the staff of 
the Commission, this requirement has 
been deleted from the item. 

Item 6 (principal underwriters). A 
new subpart, item 6(c), requires disclo- 
sure of certain information respecting 
all commissions and other compensa- 
tion received by each principal under- 
writer who is not an affiliated person 
of the registrant or an affiliated 
person of such an affiliated person. 
This item specifically requires disclo- 
sure of all compensation received by 
such persons, directly or indirectly, 
from the registrant during the last 
fiscal year. In addition, item 6(c) in- 
cludes an instruction which requires 
information on the nature of the ser- 
vices rendered for the compensation 
discussed in the item. This item was 
originally part of item 16 of part I. 

Item 8 (management services). New 
item 8 has been added to obtain the 
disclosure concerning management-re- 
lated service contracts which was 


%The Commission solicits additional 
public comment on this item (item 1(b)(14)). 
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originally required in item 13(c) of 
proposed form N-1. Item 8 requires a 
summary of the substantive provisions 
of any management-related service 
contract under which services are pro- 
vided to the registrant, which is not 
discussed in part I of form N-1 be- 
cause such contract is not believed to 
be material to a purchaser of securi- 
ties of the registrant. The item re- 
quires disclosure of the parties to the 
contract, and the total dollar amounts 
paid and by whom, pursuant to such 
contract for the last 3 fiscal years.” 

Item 9 (undertakings). Undertaking 
(b) contained in item 9 has been re- 
vised to require that the posteffective 
amendment specified therein be filed 
within 4 to 6 months from the effec- 
tive date of the registrant’s 1933 Act 
registration statement. The language 
of the instruction to this undertaking 
has also been revised to clarify the 
fact that the financial statements in- 
cluded in such posteffective amend- 
ment should be as of and for the time 
period reasonably close or as soon as 
practicable to the date of the amend- 
ment. 


FORM N-2'* 
Part I 


Item 1 (cover page). As proposed, 
item 1(i) required disclosure of the 
name and address of each principal 
underwriter of the registrant. This re- 
quirement has been revised to elimi- 
nate disclosure of the address of each 
principal underwriter. 

Item 2 (synopsis). As proposed, item 
2(c) requested information on the 
extent of and marketplace for regis- 
trant’s securities. This requirement 
has been revised so as to request a 
brief description of the principal trad- 
ing market for the registrant’s securi- 
ties and, if available, the weekly trad- 
ing volume of the registrant's securi- 
ties on such principal trading market 
during its most recent fiscal year. 
Comments were made that the mean- 
ing of the term ‘‘marketplace” was un- 
clear and could be construed to mean 
that all trading markets for regis- 
trant’s shares should be listed, which 
would be inappropriate for the synop- 
sis, and that the term “extent of * * * 
the marketplace”’ could be construed 
as requiring registrant to furnish his- 
torical periodic volume data, which 
might not be available if registrant’s 
shares are traded on the over-the- 
counter market. 

Item 4 (plan of distribution). Subsec- 
tion (g) has been added to item 4 in 


order to require that closed end man-- 


agement investment companies make 


*The Commission solicits additional 
public comment on this item. 

*This summary of changes analyzes those 
changes made only to form N-2, not those 
changes common to both forms N-1 and 
N-2. 
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the same disclosure as open end com- 
panies regarding retirement plans 
using their shares as the funding vehi- 
cle. 

Item 5 (use of proceeds). The phrase 
“although details of proposed expendi- 
tures need not be given” has been 
added to the end of the item, since 
this language appears in the compara- 
ble item in current form S-4, and the 
comment was made that its deletion 
from form N-2 might give rise to the 
inference that disclosure of such de- 
tails was required. 

Item 6 (general information and his- 
tory). Subsection 6(d) has been amend- 
ed to require disclosure of the per 
share high and low market price and 
per share high and low net asset value 
by quarters for the last 3 fiscal years. 
This change was made pursuant to a 
comment that the requirements of the 
market price and net asset value dis- 
closure originally called for was not 
clear. ‘ 

Item 17 (capital stock). A new in- 
struction 1 has been added to item 
17(a), calling for only a “brief sum- 
mary” of the pertinent provisions of 
the governing instrument from an in- 
vestment standpoint rather than a 
complete legal description of the 
rights and restrictions of the various 
classes of stock. This instruction was 
added because it currently appears as 
an instruction to item 26 of form N- 
8B-1, and its omission from the com- 
parable item in form N-2 might give 
rise to an inference that such a “com- 
plete legal description” was required 
by the item. In addition, instruction 1 
to item 17(b) in proposed form N-2 has 
been moved to item 17(a), and appears 
there as instruction 2. Finally, instruc- 
tion 2 to item 17(b) in proposed form 
N-2, stating that “a negative response 
is required if any of the above rights 
or restrictions do not apply to any 
class of stock,” has been deleted, and 
in its place subsection (a)(2) has been 
added to the item stating that regis- 
trants need only respond to the appli- 
cable items. It was believed that no 
useful purpose would be served by re- 
quiring negative disclosure concerning 
those items of information. 

Item 18 (long-term debt). Subsection 
(aX(2) has been revised to delete the 
phrase “with respect to any lien” from 
the wording of the subsection, in order 
to clarify the disclosure required by 
this subsection. 

Item 19 (other securities). The word- 
ing of the-item has been revised to re- 
quire disclosure of the “terms” of any 
class of other securities of the regis- 
trant rather than disclosure of the 
“rights evidenced” by such other secu- 
rities, in order to clarify the disclosure 
required by this item. 


FORM N-1R 


General instructions (definitions). A 
definition of “money market fund” 
has been added, pursuant to a com- 
ment that the concept needed defini- 
tion. The definition was added here 
because the term is used in several 
places in form N-1R (e.g., instructions 
to items 37 and 40). “Money market 
fund,” for purposes of form N-1R, is 
defined as any open end management 
investment company which invests pri- 
marily in short-term debt securities 
(debt securities with maturities of 1 
year or less), and has an investment 
objective of high current yield consist- 
ent with: preservation of capital (or a 
substantially similar objective). 

Item 1 (classification). Several 
changes have been made in this item 
as a result of comments that this item 
is an area in which greater specificity 
was required. A category for municipal 
bond funds and a reference to the 
definition of ‘“money market fund” in 
the general instructions have been 
added to item 1 and the instructions. 
In addition, the separate categories for 
issuers of variable annuities and issu- 
ers of variable life insurance have 
been combined into one, separate ac- 
count of insurance companies, because 
two categories for insurance products 
appeared unnecessary. 

Item 2 (diversification of assets). As 
a result of comments, statements 
about the satisfaction of diversifica- 
tion requirements by diversified in- 
vestment companies now need only be 
made as of the end of any quarter 
during the fiscal year, rather than at 
all times during the fiscal year. In ad- 
dition, item 2(b) has been changed so 
as to require an answer only if the 
answer to item 2.a.(2) is in the affirm- 
ative. This change has been made be- 
cause it was believed that departure 
from the diversification requirements 
normally takes place only as a result 
of an acquisition of securities or other 
property, and only then will the infor- 
mation in item 2.b. be of any regula- 
tory value. In addition, the term “‘com- 
pany” has been changed to “‘issuer,” as 
a result of a comment that the term 
“issuer” was more accurate. Finally, 
item 2.c. has been revised so as to re- 
quire disclosure of the date when a 
registrant first acquired more than 5 
percent of the outstanding voting se- 
curities, directly or indirectly, of an 
issuer. 

Item 3 (condensed financial infor- 
mation) (in form N-1R as proposed). A 
review of the necessity of inclusion of 
the per share information item in re- 
vised form N-1R was made as a result 
of comments. In light of the cost to 
registrants of preparing the informa- 
tion specified in the item, compared to 
its benefit to and use by the Commis- 
sion, the staff and the public, the item 
has been deleted. It should be noted, 
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however, that even though most of 
the information shown in the item is 
also contained in form N-1 or N-2, not 
all of it is duplicative—the basis on 
which most commentators requested 
deletion. Nevertheless, it was felt that 
the item could be deleted in its entire- 
ty without adversely .affecting the 
ability of the Commission and the 
staff to fulfill their regulatory respon- 
sibilities under the Federal securities 
laws. 

Item 4 (directors, officers, and mem- 
bers of advisory board). The term 
“statutory provisions” has been added 
to the note to the instruction to item 4 
as an acceptable explanation to an af- 
firmative answer to this item. 


Item 7 (indebtedness of officers and 


certain noninterested directors to cer- 
tain other persons). The phrase 
“during the fiscal year’ has been 
added to this item pursuant to com- 
ments that the reporting period of 
this item was unclear. 

Item 10 (remuneration received by 
registrant’s directors, officers, and ad- 
visory board members). The term 
“dividends” has been deleted from the 
definition of remuneration in the 
Instructions to this item, pursuant to 
a comment. 

Item 11 (remuneration of certain af- 
filiated persons acting as agent in 
property transactions or as broker in 
securities transactions). The phrase 
“to the knowledge of the registrant” 
has been added to item 1l.c. pursuant 
to comments that the _ registrant 
should not. be held to knowledge of 
whether the compensation in question 
was paid to any affiliated person of 
the registrant or any affiliated person 
of such person by a person other than 
the registrant. 

Items 13 and 14 (joint enterprises in- 
volving registrant or a controlled com- 
pany and transactions between regis- 
trant and certain affiliated persons of 
directors or officers of registrant’s in- 
vestment adviser or principal under- 
writer). The term “affiliated person” 
has been substituted for the term “af- 
filiated company” in both the items 
and the instructions thereto. 

Item 15 (direct or indirect ownership 

_which certain affiliated persons of the 
registrant had during the fiscal year in 
registrant’s investment adviser, princi- 
pal underwriter, or certain broker- 
dealers). A new symbol “DT” has been 
added to the last paragraph of the 
instructions to this Item to cover hold- 
ings in convertible debt securities. 

Item 20 (investment advisory con- 
tract and fees). A new subsection c. has 
been added requesting specific infor- 
mation concerning any limitation on 
expenses to which the registrant may 
be subject, as a result of comments 
that subsection c in the proposed form 
N-1R would not obtain complete infor- 
mation concerning the registrant’s ex- 
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pense limitation. In addition, subsec- 
tion b has been revised to reflect the 
fact that expense limitation provisions 
can be based on a fixed amount as well 
as on a percentage limitation. 

Item 21 (entry into or renewal of in- 
vestment advisory contract). Subsec- 
tion e., on the beginning and ending 
dates of the period for which the con- 
tract was renewed, has been deleted 
because this information was believed 
to be of slight regulatory value. In ad- 
dition, a comment was received to the 
effect that often such contracts are re- 
newed without the specification of 
such dates: ji 

Item 23 (services supplied by invest- 
ment adviser). Several changes have 
been made in this item as a result of 
comment. First, items 23. a. and t 
have been revised to read “wholly or 
in substantial part’ so that the item 
could be covered in the auditor’s 
report. Second, subsections a. (4) and 
(5) have been rewritten to make it 
clear that information as to independ- 
ent auditors and outside counsel, re- 
spectively, was sought by the Item. 
Third, a new subsection (9) has been 
added for salaries of registrant’s non- 
interested directors, and the word “‘in- 
terested”’ has been added to subsection 
(8). Finally, the phrase “who are not 
directors” has been added to subsec- 
tion (10) in order to make clear that 
this subsection does not duplicate the 
services covered by subsection (8). 

Item 24 (direct or indirect ownership 
interest which certain affiliated per- 
sons of the registrani’s investment ad- 
viser had during the fiscal year in reg- 
istrant’s investment adviser, principal 
underwriter, or certain broker-dealers). 
A new symbol “DT” has been added to 
the last paragraph of the instructions 
to this item to cover holdings of con- 
vertible debt securities. 

Item 25 (management-related ser- 
vices). Several changes have been 
made to this item to make it consist- 
ent with comparable items in the reg- 
istration statement forms (items 13(c) 
of part I and 8 of part II in form N-1, 
and items 15(c) of part I and 9 of part 
II in form N-2), Briefly, the term ‘‘ad- 
ministrative, bookkeeping, and similar 
services” has been changed to ‘“man- 
agement-related services” and the 
item has been renamed accordingly. 
The definition of ‘““management-relat- 
ed services” in the instructions tracks 
the language of the definition in in- 
struction 1 to items 13(c) and 15(c) in 
forms N-1 and N-2, respectively. 

Item 26 (other persons furnishing in- 
vestment advice) (in form N-1R as 
proposed). After reviewing the need to 
obtain the information specified in 
this item, it has been decided that this 
item could be deleted from the form 
without adversely affecting the ability 
of the Commission to fulfill its regula- 
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tory responsibilities under the Federal 
securities laws. “poe 

Item 27 (portfolio trading practices). 
The definition of “repurchase agree- 
ment” in the instructions has been re- 
vised as a result of a comment that the 
definition in the revised form N-1R as 
proposed was unnecessarily restrictive. 
As amended, the definition includes 
such agreements with any person and 
does not specify the type of securities 
subject to repurchase agreements or 
the motive behind such agreements. 

Item 29 (purchase and sale transac- 
tions within 6-month period) (in form 
N-1R as proposed). This item has been 
deleted in its entirety. Many commen- 
tators questioned the continued regu- 
latory value of this item in view of ne- 
gotiated brokerage commissions and 
the lengthening of the holding period 
for long-term capital gains in the In- 
ternal Revenue Code. Based on the 
comments, it has been determined 
that the recordkeeping burden of the 
item exceeded its continued utility. 

Item 32 (“restricted securities”). Pur- 
suant to a comment, a symbol for 
straight debt security has been added 
to the instructions for the chart. 

Item 37 (monthly sales of registrant’s 
shares,..dividends, capital gains, and 
other distributions). Pursuant to a 
comment, additional instructions for 
money market funds declaring daily 
dividends have been added, permitting 
such funds to include the capital gains 
portion of monthly distributions in 
the total for the month under column 
(C) and permitting them to complete 
column (D) with the word “daily.” 
Also pursuant to a comment, an in- 
struction has been added to the effect 
that shares issued in payment of dis- 
tributions are not considered sales for 
purposes of this Item. 

Item 39 (confirmations, share bal- 
ance statements, and other communi- 
eations). As a result of a comment, 
language has been added to this item 
clarifying the meaning of the phrase 
“other designated persons” as persons 
“acting as agent of the registrant or 
involved in a distribution of shares to 
the public on behalf of the regis- 
trant.” In addition, the sentence “if 
registrant acts as its own underwriter 
or distributor, it must send ‘confirma- 
tions of transactions in its shares in 
order to avoid being deemed an under- 
writer for purposes of the act” has 
been deleted from the instructions to 
the item, as it does not assist a regis- 
trant in answering this item. 

Item 40 (dividends or distributions 
requiring a written statement to share- 
holders of registrant). The item has 
been divided into two subsections: (a) 
Was the payment or distribution ac- 
companied by a written statement dis- 
closing the source thereof; (b) was the 
payment or distribution accompanied 
by a written statement otherwise com- | 


FEDERAL REGISTER, VOL. 43, NO. 172—TUESDAY, SEPTEMBER 5, 1978 





39560 


plying with the provisions of rule 19a- 
1 under the 1940 Act (17 CFR 270.19a- 
1). This change was made so that the 
auditor’s report would cover only sub- 
section (a), and not be required to 
extend to the legal determination of 
subsection (b). In addition, a sentence 
has been added to the instructions to 
this item stating that money market 
funds which declare dividends daily 
will be deemed to meet the reporting 
requirements of rule 19a-1 under the 
1940 Act if they send the required 
source notice on a quarterly basis. 

Item 47 (employees).The caption of 
the item contained in revised form N- 
1R as proposed, “employees of regis- 
trant,” has been revised to read “em- 
ployees,” to describe more accurately 
the information requested _in this 
item. 

Item 55 (securities of registrant reg- 
istered on a national securities ex- 
change or listed on NASDAQ). The 
designation of exchanges set forth in 
the instruction to the item has been 
revised to contain a current listing of 
exchanges. 

Item 56 (sales, redemptions, and re- 
purchases of securities) (open end 
companies).In subsection d.2., the 
term “forced”. redemptions has been 
changed to “involuntary” redemp- 
tions, pursuant to a comment that the 
meaning of “forced” in this context 
was not clear. In addition, a sentence 
has been added to subsection (a) of 
the instructions to the item stating 
how registrants which have registered 
an indefinite number of their securi- 
ties under rule 24f-2 of the 1940 Act 
: 17 CFR 270.24f-2) should report that 

act. 

Item 60 (pricing of registrant’s 
shares for distribution, redemption, 
and repurchase). The phrase “to the 
knowledge of the registrant” has been 
added to the item, as a result of a com- 
ment that the registrant may not be 
aware of pricing practices followed by 
persons other than the registrant. 

Item 63 (sales load and distribution 
information). The wording of subsec- 
tion e. of the item has been revised to 
clarify its meaning. In addition, sub- 
section 63f., which requested informa- 
tion as to the approximate percent of 
shares sold to the public through deal- 
ers, retail sales staff, by registrant, 
through voluntary accumulation 
plans, or others, has been deleted be- 
cause the information was thought to 
have slight regulatory value. This sub- 
section was also the subject of a com- 
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ment that the specified categories 
were not mutually exclusive and would 
total more than 100 percent, thereby 
rendering the information meaning- 
less. 

Item 64 (Entry into or renewal of 
principal underwriting contract). Sub- 
section e., on the beginning and 
ending dates of the period for which 
the contract was renewed, has been 
deleted because this information was 
believed to be of slight regulatory 
value. In addition, a comment was re- 
ceived to the effect that often such 
contracts are renewed without the 
specification of such dates. 

Item 67 (direct or indirect ownership 
interest which certain affiliated per- 
sons of the registrant’s principal un- 
derwriter had during the fiscal year in 
registrant’s investment adviser, princi- 
pal underwriter, or certain broker- 
dealers). A new symbol “DT” has been 
added to the last paragraph of the 
instructions to this item to cover hold- 
ings of convertible debt securities. 

Report of independent public ac- 
countants. There has been a signifi- 
cant reduction in the number of items 
contained in the form which are re- 
quired to be reviewed and reported 
upon by the accountant. This was pre- 
cipitated by the statement made by a 
number of commentators that the pro- 
posed revision of form N-1R signifi- 
cantly increased, for no apparent 
reason, the number of items upon 
which the accountant was to review 
and report. However, the proposed re- 
vision of form N-1R reflected the view 
that the cost to the registrant of this 
increase in the work of the independ- 
ent accountant was offset by the po- 
tential benefits of having the inde- 
pendent accountant specifically review 
and report on the additional items. 
The Commission, after consideration 
of the above comments, has decided to 
reduce the reporting requirements of 
the accountants. There were objec- 
tions to the inclusion in the account- 
ants’ report of 27 of the 71 items con- 
tained in the form. Changes to the 
items specified in the independent ac- 
countants’ report because of the above 
objections resulted in the elimination 
from the report of a significant 
number of those items, in whole or in 
substantial part. 

Two arguments were made most fre- 
quently as grounds for requesting that 
specific items not be reported on by in- 
dependent accountants. One was that 
the accountant was being asked to 


make a legal determination; the other 
was that the review of the financial 
statements and the present review of 
the form N-1R did not embrace infor- 
mation or review sufficient in scope to 
enable the’accountant to express an 
opinion on the required information. 
These comments prompted the staff 
to review the items in the form which 
were proposed to be subject to review 
and report by the accountant. This 
review resulted in the elimination 
from the audit report of the following 
items: 3, 4, 11, 12, 15, 17(b), 20(f), 
20(g), 21(a), 21(c), 21(e), 21(f), 23, 42, 
and 67. 

While there should be concern with 
any increase in audit responsibility by 
the independent accountant, the Com- 
mission is of the view that audits of fi- 
nancial statements are not performed 
in a vacuum. Therefore, various items, 
though not strictly financial state- 
ment-oriented, are not only auditable 
but also available to the auditor as a 
logical and sometimes necessary exten- 
sion of the audit tests performed to 
render an opinion on the financial 
statements. For example, an objection 
was made that item 6 (indemnification 
of directors or officers) would require 
not only a legal determination but a 
test of all transactions to determine 
whether any such payments were 
made. The Commission believes that 
generally accepted auditing standards 
should uncover those _ transactions 
which would result in answers to this 
item. 

Where commentators suggested 
wording changes in specific items so 
that the independent accountants 
could include those items in their 
report, such an accommodation was 
made, as in, for example, item 40. 
Where an objection was made by com- 
mentators that specific information in 
the form was largely statistical and of 
questionable regulatory value (though 
its susceptibility to audit was not ques- 
tioned), the staff closely reviewed the 
items. This resulted in the elimination 


_ from the audit report of a number of 


the questioned items, such as items 27, 
30, 31, 47(a)(1), and 63(c)-(h). 
Signature. In response to a com- 
ment, the form of signature has been 
revised so as not to require the chief 
executive officer of the registrant, de- 
positor, or trustee to sign form N-1R. 
As revised, any person authorized to 
do so may sign the form on behalf of 
the registrant, depositor, or trustee. 


{FR Doc. 78-24847 Filed 9-1-78; 8:45 am] 
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